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COUNCIL  ON  WAGE  AND  PRICE 
STABILITY 

6  CFR  Part  705 

Anti'Inflation  Price  Standards; 
Standards  for  Financial  Institutions 
and  for  Providers  of  Insurance 

agency:  Council  on  Wage  and  Price 
Stability. 

action:  Interim  final  standard  for 
providers  of  insurance  and  financial 
institutions  for  tlie  second  program  year, 
with  comments  requested. 

SUMMARY:  On  November  1, 1979,  (44  FR 
64276,  November  6, 1979)  the  Council 
issued  final  price  standards  for  the 
second  program  year,  with  sections 
reserved  for  providers  of  medical  and 
dental  insurance,  insurance  other  than 
medical  and  dental,  and  for  financial 
institutions.  The  Council  is  now 
publishing  second-year  standards  for 
these  sectors.  For  providers  of  medical 
and  dental  insurance,  the  allowable 
inflation  trend  factors  used  in 
calculating  premiums  have  been 
increased  slightly  to  reflect  the  recent 
acceleration  of  claims  costs.  The 
standard  for  other  insurance  providers 
is  unchanged  from  that  of  the  first  year. 
Finally,  the  standard  for  financial 
institutions  has  been  extended  to  cover 
sales-finance  and  consumer-finance 
companies;  the  primary  standard 
continues  to  be  the  profit  standard, 
while  the  alternative  standard  is  revised 
to  provide  for  a  3.5-percent  limit  on 
increases  in  service  charges. 

In  a  companion  notice,  also  published 
today,  the  Council  is  asking  companies 
covered  by  these  standards  (705.48- 
705.50)  to  submit  Form  CO-1  (Price)  by 
February  15, 1980  or  15  days  after 
publication  of  final  rules,  whichever 
occurs  later. 

DATES:  The  effective  date  for  these 
standards  is  January  1, 1980;  comments 
are  due  on  or  before  February  7, 1980. 
ADDRESS:  Written  comments  should  be 
addressed  to  the  Office  of  General 
Counsel,  Council  on  Wage  and  Price 
Stability,  600  17th  Street,  N.W. 
Washington,  D.C.  20506. 

FOR  FURTHER  INFORMATION  CONTACT: 
Arthur  Corazzini  (202)  456-7730. 
SUPPLEMENTARY  INFORMATION:  The 
standards  relating  to  providers  of 
insurance  are  basically  the  same  as  in 
the  first  program  year.  The  Council  has 
made  two  revisions  in  the  standard  for 
financial  institutions,  based  on  its 
experience  with  the  first-year  standard. 
First,  the  financial-institution  standard 
has  been  extended  to  include  sales- 
finance  and  consumer-finance 


companies,  v^ch  were  subject  to  the 
profit-margin  limitation  during  the  first 
year.  The  ^ange  reflects  the  Council’s 
determination  that  finance  companies 
are  similar  to  banks  and  savings 
institutions,  and  should  therefore  be 
subject  to  the  standard  for  such 
institutions.  The  primary  standard, 
which  limits  the  rate  of  return  on  equity 
or  assets  to  a  rate  not  to  exceed  the 
average  rate  for  the  best  three  out  of  the 
last  five  calendar  years,  is  retained  for 
the  second  program  year. 

Financial  institutions  that  are  unable 
to  comply  with  the  primary  standard  are 
provided  an  alternative  standard. 

During  the  first  program  year, 
institutions  complying  with  the 
alternative  standard  were  requested  to 
limit  dividend  payments  duri^  the 
period  March  15, 1979,  to  March  15, 1980, 
to  107  percent  of  the  amount  paid  during 
the  prior  12-month  period,  and  not  to 
increase  service  charges  (other  than 
interest  charges)  during  the  period 
March  15, 1979,  to  March  15, 1980. 

During  the  second  program  year,  the 
alternative  standard  limits  dividend 
payments  during  calendar  1980  to  107 
percent  of  the  amount  paid  during 
calendar  1979.  However,  compliance 
units  complying  with  the  alternative 
standard  during  the  one-year  period 
ending  March  15, 1980,  are  asked  to 
observe  an  overall  limit  on  dividend 
increases  during  the  period  March  15, 

1979,  through  December  31, 1980,  of  112.5 
percent  of  the  amount  paid  during  the 
prior  12-month  period.  This  provision 
allows  a  rate  of  increase  of  7  percent  per 
annum  for  the  21-month  period.  In 
addition,  the  second  part  of  the 
alternative  standard,  which  did  not 
permit  any  increase  in  average 
noninterest  service  charges  through  the 
period  ending  March  15, 1980,  has  been 
revised  to  permit  service  charges  to  be 
increased  on  average  by  3.5-percent 
during  calendar  1980.  Public  comments 
have  convinced  us  that  the  previous 
restriction  was  unnecessarily  severe. 

Issued  in  Washington,  D.C.,  January  3, 

1980. 

R.  Robert  Russell, 

Director,  Council  on  Wage  and  Price 
Stability. 

Accordingly,  §  §  705.48,  705.49  and 
705.50  are  added  to  Part  705  of  Title  6  to 
read  as  follows: 

PART  705— NONINFLATIONARY  PAY 
AND  PRICE  BEHAVIOR 

§  705.48  Price  standard  for  medical  and 
dental  insurance  providers. 

(a)(1)  Standard.  Premiums  for  medical 
and  dental  insurance  quoted  or 
announced  after  January  1, 1980,  should 


be  determined  in  accordance  with  the 
standard  for  deceleration  of  inflation 
trend  factors  specified  in  this  section. 

(2)  The  revenue-weighted  average  of 
the  inflation  trend  factors  (or  each  of  the 
inflation  trend  factors)  should  be  no 
more  than 

(i)  100  percent  of  the  base-period 
inflation  trend  factor,  if  the  base-period 
factor  is  less  than  8  percent,  or 

(ii)  8  percent  plus  80  percent  of  the 
amount  by  which  the  base-period 
inflation  trend  factor  exceeds  8  percent, 
if  the  base-period  factor  is  8  percent  or 
more. 

(3)  For  purposes  of  this  paragraph: 

(i)  The  inflation  trend  factors  are  the 
numerical  factors,  used  in  determining 
medical  and  dental  insurance  premiums, 
that  reflect  expected  increases  in  claim 
costs  due  to  increases  in  the  prices  of 
health  services  and  in  utilization  of  such 
services,  net  of  the  effect  of  benefit 
changes; 

(ii)  Base-period  inflation  trend  factors 
may  be  computed  in  one  of  two  ways: 
(A)  as  the  average  value  of  inflation 
trend  factors  in  use  on  April  1,  July  1 
and  October  1, 1978;  or  (B)  the 
percentage  increase  (net  of  the  effect  of 
benefit  changes)  of  per  capita  (insured 
unit)  claims  cost  for  the  most  recent  12- 
month  period  for  which  data  were 
available  as  of  January  1, 1980,  relative 
to  costs  for  the  corresponding  period 
one  year  earlier; 

(iii) If  a  company  can  separate  the 
price  and  utilization  components  of  the 
base-period  inflation  factors  and  the 
utilization  component  is  negative,  the 
base-period  inflation  trend  factors  may 
be  computed  under  the  assumption  that 
the  utilization  component  is  zero; 

(iv)  Notwithstanding  the  definition  of 
“compliance  unit”  in  705.64,  a  firm 
should  treat  the  following  types  of 
business  operations  as  separate  units 
(each  of  which  may  be  disaggregated 
further  in  accordance  with  the  definition 
of  “compliance  unit”  in  705.64):  (A) 
medical  and  dental  insurance;  (B) 
insurance  other  than  medical  and  dental 
insmance;  (C)  life  insurance,  including 
pensions,  annuities,  and  disability 
insurance;  and  (D)  all  other  lines  of 
business. 

(b)  If  a  company’s  loss  ratio  (i.e.  the 
ratio  of  claims  to  premiums)  based  on  at 
least  three  months  medical  and  dental 
claims  experience  during  1980  exceeds 
that  of  the  same  period  during  1979  by  3 
percentage  points  or  more,  or  the 
company  can  show  that  it  will  have 
negative  profits  for  the  program  year,  it 
may  comply  with  the  profit  limitation  in 
705.6,  commencing  30  days  after  filing 
supporting  documentation  with  the 
Council.  Alternatively,  the  company 
may  request  relief  (in  the  form  of 
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adjustments  to  their  allowable  trend 
factors)  under  the  provisions  of  705.6(b) 
and  may  use  such  adjusted  trend  factors 
commencing  30  days  after  filing 
supporting  documentation  with  the 
Coimcil,  unless  within  that  period  the 
Council  requests  in  writing  that  the 
company  forestall  use  of  such  adjusted 
factors  pending  further  review  by  the 
Council. 

Those  companies  complying  with  the 
profit  limitation  in  705.6  should  use  the 
following  deHnitions: 

(1)  A  program  year  of  calendar  1980, 
and  a  base  year  of  calendar  1978; 

(2)  The  relevant  years  for  705.6(a)(1) 
are  calendar  1976, 1977,  and  1978; 

(3)  Investment  income  is  included  in 
the  deHnition  of  profit;  and 

(4)  The  physical  volume  adjustment  is 
the  ratio  of  program-year  premiums  at 
1978  rate  levels  to  1978  premiums. 

§  705.49  Price  standard  for  providers  of 
Insurance  other  than  medical  and  dental 
insurance. 

(a)  Coverage.  (1)  Compliance  units 
providing  insurance  other  than  medical 
and  dental  insurance  should  comply 
with  the  price  standards  in  Subpart  A  of 
6  CFR  Part  705,  subject  to  the  provisions 
of  this  standard. 

(2)  Notwithstanding  the  definition  of 
"compliance  unit”  in  Subpart  D  of  6  CFR 
Part  705,  firms  should  treat  the  following 
types  of  business  operations  as  separate 
segments  (each  of  which  may  be 
disaggregated  further  in  accordance 
with  the  definition  of  "compliance 
unit"):  (i)  medical  and  dental  insurance; 

(ii)  life  insmance,  including  pensions, 
annuities,  and  disability  insurance;  (iii) 
insurance  other  than  medical  and  dental 
or  life  insurance;  and  (iv)  all  other  lines 
of  business. 

(3)  The  life-insurance  segment, 
including  pensions,  annuities,  and 
disability  insurance,  is  excluded  from 
coverage  under  the  price  standards. 

(4)  Revenues  from  the  following  lines 
of  insurance  are  excluded  from 
calculations  of  average  price  changes  as 
custom  products  in  accordance  with  6 
CFR  705.4(a)(10): 

(i)  Negotiated  commercial  insurance 
coverages  with  annual  premiums  per 
contract  of  $1,000,000  or  more; 

(ii)  Reinsurance; 

(iii)  Ocean  marine  insurance. 

(5)  6  CFR  705.5(a)  (Insufficient  Product 
Coverage)  does  not  apply  to  lines  of 
insurance  subject  to  this  standard. 

(b)  Definitions.  (1)  For  compliance 
units  providing  insurance  subject  to  this 
standard: 

(i)  The  first  program  year  is  calendar 
1979: 

(ii)  The  second  program  year  is 
calendar  1980,  and 


(iii)  The  base  quarter  is  the  last 
calendar  quarter  of  1978. 

(2)  For  piuposes  of  applying  the  profit 
limitation  in  6  CFR  705.6(a),  a 
compliance  unit  providing  lines  of 
insurance  subject  to  this  standard 
should  use  the  following  definitions; 

(i)  The  base  year  is  calendar  1978; 

(ii)  The  relevant  years  for  calculating 
the  allowable  second-program-year 
profit  margin  6  CFR  705.6(a)(1)  are 
calendar  1976, 1977,  and  1978; 

(iii) (A)  For  compliance  units  providing 
property  and  casualty  insurance,  the 
profit  margin  is  the  ratio  of  "net  income 
after  dividends  to  policy  holders,"  as 
reported  at  line  18B  of  ^e  property  and 
casualty  annual  report  required  for  such 
firms  by  State  insurance  departments,  to 
net  "premiums  earned;” 

(B)  Compliance  units  providing  lines 
of  insurance  not  covered  by  (A)  but 
subject  to  this  standard  and  filing 
comparable  annual  statements  with  the 
State  commissions  should  use  entries 
analogous  to  those  specified  in  (iii)(A); 

(iv)  Investment  income  is  included  in 
the  definition  of  profits; 

(v)  The  physical  volume  adjustment  is 
the  ratio  of  second  program-year 
premiums  at  1978  rate  levels  to  1978 
premiums. 

(c)  Administration  of  the  price 
standard  for  providers  of  insurance 
other  than  medical  and  dental 
insurance.  State  insmance  commissions 
will  assist  the  Council  in  monitoring 
insurance  companies’  compliance  with 
the  price  standards  imder  a  plan 
adopted  by  the  National  Association  of 
Insurance  Commissioners  (NAIC). 

(d)  Insurance  brokerage.  An  insurance 
brokerage  company  complies  with  the 
price  standards  if  the  average 
conunission  rate  on  which  its  revenues 
are  based  does  not  increase  in  calendar 
1979  or  1980. 

§  705.50  Standard  for  financial 
institutions. 

(a)(1)  Profit  Standard.  A  financial 
institution  complies  with  the  profit 
standard  if  either  its  rate  of  return  on 
assets  or  its  rate  of  return  on  equity  for 
the  program  year  does  not  exceed  the 
average  rate  of  return  for  the  best  three 
out  of  the  preceding  five  calendar  years. 

(2)  Alternative  Standard.  If  the 
financial  institution  cannot  comply  with 
the  standard  in  paragraph  (1),  it  should 
satisfy  both  the  following  conditions; 

(i)  It  should  limit  cash  dividends 
during  the  12-month  period  beginning 
January  1, 1980,  to  no  more  than  107 
percent  of  the  dividends  during  the 
preceding  12-month  period,  or  if  subject 
to  the  alternative  standard  applicable 
dining  the  first  program  year,  it  should 
limit  cash  dividends  during  the  period 


March  15, 1979,  through  December  31. 
1980,  to  no  more  than  112.5  percent  of 
cash  dividends  paid  during  the  12-month 
period  prior  to  March  15, 1979; 

(ii)  Its  average  price  increase  for 
services  (other  than  interest  charges) 
during  the  second  program  year  should 
be  no  more  than  3.5  percent. 

(b)  Eligibility.  Companies  for  which 
revenues  fitim  financial-institution 
operations  account  for  at  least  75 
percent  of  total  revenues  are  subject  to 
the  standard  in  paragraph  (a)  on  a  fully 
consolidated  basis,  including  foreign 
operations.  Other  companies  should 
apply  the  standard  in  paragraph  (a)  to 
the  consolidation  of  their  financial 
subsidiaries.  The  nonfinancial 
subsidiaries  should  comply  with  the 
price  standard  in  Subpart  A  of  Part  705 
or  with  the  appropriate  modified 
standard  in  Subpart  C  of  Part  705. 

(c)  Definitions.  (1)  The  program  year 
is  calendar  year  1980. 

(2)  “Financial  institution"  means  a 
bank  holding  company,  commerical 
bank,  savings  and  loan  holding 
company,  savings  and  loan  association, 
mutual  savings  bank,  credit  union, 
consiuner-finance  or  sales-finance 
company,  or  substantially  similar 
institution. 

(3)  "Dividends"  does  not  apply  to 
interest  dividends  to  shareholders/ 
depositors  of  mutually  owned  financial 
associations. 

(4)  In  calculating  rates  of  retimi. 
commerical  banks  and  bank  holding 
companies  should  use  the  following 
definitions: 

(i)  Numerator.  The  munerator  is 
operating  income  before  provision  for 
income  taxes  and  security  gains  and 
losses  with  the  following  adjustments: 

(A)  Unrealized  gains  and  losses 
resulting  from  the  translation  of  assets 
and  liabilities  denominated  in  foreign 
currencies  into  their  dollar  equivalents, 
net  of  related  hedging  transactions,  are 
excluded; 

(B)  The  provision  for  loan  losses  is 
added  bade  to  income: 

(C)  Interest  lost  on  nonperforming  and 
renegotiated  loans  is  added  back  to 
income; 

(D)  The  difference  between  tax- 
exempt  income  and  its  pre-tax 
equivalent  is  added  back  to  income. 

(ii)  Denominator.  At  the  option  of  the 
bank  or  bank  holding  company,  the 
denominator  may  be  either  the  daily 
average  of  (i)  equity  or  net  worth, 
including  preferred  stock,  conunon 
stock,  surplus,  and  undivided  profits,  or 
(ii)  total  assets  minus  the  lesser  of  (A)  or 
(B),  where  (A)  is  the  sum  of  the  daily 
averages  of  due  fi'om  banks  (including 
balances  at  Federal  Reserve  banks  and 
total  balances  at  other  banks).  Federal 
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funds  sold  and  securities  purchasesd 
under  agreements  to  resell,  and  where 
(B)  is  the  sum  of  the  daily  averages  of 
due  to  banks  (including  interest-bearing 
balances  due  to  other  banks).  Federal 
funds  purchased  and  securities  sold 
under  agreements  to  purchase.  If  the 
daily  averages  are  not  available, 
averages  may  be  based  on  month-end 
balances  or  balances  taken  from  the 
four  quarterly  Reports  of  Condition  for 
the  years  in  question  and  the  previous 
year-end  Report  of  Condition. 

(5)  In  calculating  rates  of  return, 
savings  and  loan  associations,  savings 
and  loan  holding  companies,  and 
equivalent  institutions  should  use  the 
following  definitions. 

(i)  Numerator.  The  numerator  is 
income  before  provision  for  income 
taxes  with  the  following  adjustments; 

(A)  The  provision  for  losses  and 
losses  on  sale  of  investment  securities, 
loans,  and  other  assets  is  added  back  to 
income: 

(B)  The  profit  on  sale  of  investment 
securities  is  eliminated  from  income. 

(ii)  Denominator.  At  the  option  of  the 
institution,  the  denominator  may  be 
either  the  daily  average  of  total  assets 
or  net  worth.  If  daily  averages  are  not 
available,  averages  may  be  based  on 
month-end  balances,  or  balances  taken 
from  the  two  Semiaimual  Financial 
Reports  for  the  year  in  question  and  the 
previous  year-end  report. 

(6)  In  calculating  rates  of  return, 
mutual  savings  banks  should  use  the 
following  definitions. 

(i)  Numerator.  The  numerator  is 
operating  income  before  provision  for 
income  taxes  and  security  gains  and 
losses  with  the  following  adjustments: 

(A)  The  provision  for  loan  losses  is 
added  back  to  income; 

(B)  Interest  loss  on  nonperforming  and 
renegotiated  loans  is  added  back  to 
income; 

(C)  The  difierence  between  tax- 
exempt  income  and  its  pre-tax 
equivalent  is  added  ba^  to  income. 

(ii)  Denominator.  At  the  option  of  the 
bank,  the  denominator  may  be  either  the 
daily  average  of  total  assets  or  other 
surplus  accounts.  If  daily  averages  are 
not  available,  averages  may  be  based  on 
month-end  balances  or  balances  taken 
from  the  four  quarterly  Reports  of 
Condition  for  the  year  in  question  and 
the  previous  year-end  Report  of 
Condition. 

(7)  In  calculating  rates  of  return,  credit 
unions  should  use  the  following 
definitions. 

(i)  Numerator.  The  numerator  is  total 
operating  income  minus  operating 
expenses  and  dividends  plus  the 
provision  for  loan  losses. 


(ii)  Denominator.  At  the  option  of  the 
credit  union,  the  denominator  may  be 
either  the  daily  average  of  total  assets 
or  the  smn  of  total  reserves  and  retained 
earnings.  If  daily  averages  are  not 
available,  the  averages  may  be  based  on 
month-end  balances. 

(8)  In  calculating  rates  of  return, 
consumer-finance  and  sales-finance 
companies  should  use  the  following 
definitions: 

(i)  Numerator.  The  numerator  is 
income  before  provision  for  income 
taxes,  plus  provision  for  loan  losses. 

(ii)  Denominator.  At  the  company's 
option,  the  denominator  may  be  ei^er 
the  average  of  total  assets  or  net  worth 
based  on  quarterly  reports  of  the  year  in 
question  and  the  previous  year-end 
report. 

[FR  Do&  e(M9S  Filed  1-7-BO;  B:45  am] 

BILUNQ  CODE  317S-01-M 
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COUNCIL  ON  WAGE  AND  PRICE 
STABILITY 

Antl-Inflatlon  Price  Standards;  Request 
to  Companies  Covered  by  Financial 
Institutions  and  Insurance  Standards 
to  File  Form  CO-1  (Price) 

agency:  Council  on  Wage  and  Price 
Stability. 

action:  Request  to  File  Form  CO-1 
(Price). 

summary:  In  another  document  issued 
today,  the  Coimcil  is  issuing  interim 
price  standards  for  financial  institutions 
and  for  providers  of  insurance. 
Companies  covered  by  these  standards 
are  being  asked  to  file  Form  CO-1 
(Price)  by  February  15, 1980,  or  fifteen 
(15)  days  after  publication  of  the  final 
standa^s,  whichever  is  later. 

FOR  FURTHER  INFORMATION  CONTACT: 
Arthiu*  Corazzini,  Council  on  Wage  and 
Price  Stability,  600  17th  Street,  N.W., 
Washington,  O.C.  20506,  (202)  456-7730. 
SUPPLEMENTARY  INFORMATION: 
Companies  now  subject  to  the  interim 
standards  for  financial  institutions  and 
for  providers  of  insurance,  6  CFR  705.48, 
705.49,  and  705.50,  were  exempted  fi'om 
filing  Form  CO-1  (Price),  specifying 
company  organization  for  the  second 
program  year,  since  the  standards  had 
not  yet  been  issued  by  the  forin’s  due 
date,  December  17, 1979.  In  accordance 
with  paragraph  E(2)  of  the  instructions 
to  that  form,  the  (Council  is  hereby 
requesting  any  such  company,  having  at 
least  $250  million  in  net  sales  or 
revenues  (from  domestic  operations)  in 
its  last  complete  fiscal  year  before 
October  2, 1979,  to  file  Form  CO-1 
(Price)  by  February  15, 1980,  or  fifteen 
(15)  days  after  publication  of  the  final 
standards,  whichever  is  later. 

Issued  in  Washington,  D.C.,  January  3, 

1980. 

R.  Robert  Russell, 

Director,  Council  on  Wage  and  Price 
Stability. 

[FR  Doc.  80-494  Filed  1-7-SO;  8:46  am] 
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